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Ratings

Size % of % of Final
Tranche Rating (EUR m) notes GBV* Coupon maturity
Class A BBB+se 204.0 77.1 21.1 6M Euribor? + 0.6% July 2039
Class B NR 48.0 18.1 5.0 6M Euribor® + 8.0% July 2039

o
Class J NR 12.8 4.8 13 | 10%+Fxretum + July 2039

Variable return

Scope’s Structured Finance Ratings constitute an opinion about the relative credit risks and reflect the expected
loss associated with the payments contractually promised by an instrument on a particular payment date or by its
legal maturity. See Scope’s website for our SF Rating Definitions.

1 Gross book value (GBV) of the securitised portfolio at closing (EUR 968m)

2. The 6M Euribor rate will be partially hedged through an interest rate cap agreement with a cap strike of 0.4%
from the fourth interest payment date, 0.8% from January 2022, 1.0% from July 2022, 1.3% from January 2023,
1.5% from July 2023, 2.0% from January 2024, and 2.5% from July 2024 until January 2027. Under the

agreement, the SPV receives the difference between six-month Euribor and the cap strike, following a predefined
notional schedule, which is similar to the expected Class A amortisation.

3 Class B interest component is senior to class A principal repayment and capped at 8%, with the residual component
deferred to the class A principal repayment.

Transaction details

Purpose Risk transfer

Issuer Juno 2 S.r.l.

Originator Banca Nazionale del Lavoro S.p.A. (BNL)

Servicer Prelios Credit Servicing S.p.A. (CF) as master and special servicer
Portfolio cut-off date 30 September 2018

Issuance date 8 February 2019

Payment frequency Semi-annual (January and July)

Arranger BNP Paribas

The transaction is a static cash securitisation of an Italian NPL portfolio worth around
EUR 968m by gross book value. The portfolio was originated by Banca Nazionale del
Lavoro S.p.A. (BNL). The pool is composed of both senior secured (57.7%) and
unsecured (42.3%) loans (including junior secured loans). The loans were extended to
companies (92.3%) and individuals (7.7%). Secured loans are backed by first-lien
residential and non-residential properties (34.8% and 65.2% of property values,
respectively) in Italy, equally distributed in the north (32.8%), centre (38.9%), and south
(28.3%). The issuer acquired the portfolio as at the transfer date (30 January 2019) but
is entitled to all collections received from the cut-off date (30 September 2018). Asset
information reflects aggregation by loans.

The structure comprises three classes of notes with fully sequential principal
amortisation: senior class A, mezzanine class B, and junior class J. The class A and B
will pay a floating rate based on six-month Euribor, plus a margin of 0.6% and 8%,
respectively. A portion of class B interest capped at 8% ranks senior to class A principal
at closing but will be deferred if special servicer performance triggers are breached.
Class J principal and interest are subordinated to the repayment of the senior and
mezzanine notes.

Structured Finance

PN
SCOPE Scope
h_d

Ratings

Analytical Team

Martin Hartmann
+49 30 27891 304
m.hartmann@scoperatings.com

Florent Albert
+49 30 27891 164
f.albert@scoperatings.com

David Bergman
+49 30 27891 135
d.bergman@scoperatings.com

Paula Lichtensztein
+49 30 27891 0
p.lichtensztein@scoperatings.com

Related Research

Non-Performing Loan ABS
Rating Methodology

Methodology for Counterparty
Risk in Structured Finance

Scope Ratings GmbH

LennéstralRe 5
10785 Berlin

Tel. +4930278910
Fax +49 30 27891 100

info@scoperatings.com
www.scoperatings.com

-
in ’ Bloomberg: SCOP

13 February 2019

1/21


mailto:m.hartmann@scoperatings.com
mailto:f.albert@scoperatings.com
mailto:d.bergman@scoperatings.com
mailto:p.lichtensztein@scoperatings.com
https://www.scoperatings.com/ScopeRatingsApi/api/downloadmethodology?id=e24814e3-a881-4212-bbfe-d66adcf39195
https://www.scoperatings.com/ScopeRatingsApi/api/downloadmethodology?id=e24814e3-a881-4212-bbfe-d66adcf39195
https://www.scoperatings.com/ScopeRatingsApi/api/downloadmethodology?id=2c0bf689-0532-475c-99b4-8dd05120176a
https://www.scoperatings.com/ScopeRatingsApi/api/downloadmethodology?id=2c0bf689-0532-475c-99b4-8dd05120176a
https://www.scoperatings.com/classic/resources/download/Scope_Ratings_Rating_Definitions_Mar%202018.pdf
mailto:info@scoperatings.com
https://www.scoperatings.com/#home
https://www.linkedin.com/company/scopegroup/
https://twitter.com/ScopeGroup_

Juno 2 S.r.l.

Italian Non-Performing Loan ABS

SCOPE

Rating rationale (summary)

The ratings are primarily driven by the expected recovery amounts and timing of collections from the NPL portfolio. The recovery
amounts and timing assumptions consider the portfolio’s characteristics as well as our economic outlook for Italy and assessment
of the special servicer’s capabilities. The ratings are supported by the structural protection provided to the notes; the absence of
equity leakage provisions; liquidity protection; and an interest rate hedging agreement.

Interest rate risk is mitigated by a hedging structure, under which the SPV receives the difference between the six-month Euribor
rate and the cap strike over a pre-defined notional balance. The swap notional schedule, however, does not fully hedge the
expected class A amortisation profile under Scope’s class A analysis.

The ratings also address exposures to the key transaction counterparties: i) BNL, regarding representations and warranties and
the eventual payments to be made by the borrowers; ii) Prelios Credit Servicing S.p.A. as servicer; iii) Securitisation Services
S.p.A. as back-up servicer, monitoring agent, noteholders’ representative, calculation agent and corporate servicer; iv) BNP
Paribas Securities Services as account bank, paying agent, cash manager and agent bank; and v) BNP Paribas as the interest
rate cap provider. We considered counterparty replacement triggers and relied on publicly available ratings and our own ratings on
BNP Paribas SA (AA-/S-1+), the parent of BNP Paribas Securities Services.

We performed a specific analysis for recoveries, using different approaches for secured and unsecured exposures. For secured
exposures, collections were based mostly on the latest property appraisal values, which were stressed to account for liquidity and
market value risks, while recovery timing assumptions were derived using line-by-line asset information detailing the type of legal
proceeding, the court issuing the proceeding, and the stage of the proceeding as of the cut-off date. For unsecured exposures, we
used historical line-by-line market-wide recovery data on defaulted loans between 2000 and 2017 and considered the special
servicer's capabilities when calibrating lifetime recoveries, also considering that unsecured borrowers were classified as defaulted

for a weighted average of 4.9 years as of the 30 September 2018 cut-off date.

Rating drivers and mitigants

Positive rating drivers

Negative rating drivers and mitigants

Material portion of proceedings in advanced stages. Around 35.4%
of the secured loans are in the auction phase and 18.1% in the court
distribution phase. This results in a lower expected time for collections
than for loans in the initial phases of legal proceedings.

Hedging structure. Interest rate risk on the class A is partially hedged
through an interest rate cap agreement with a 0.4% cap strike from the
fourth interest payment date, which gradually increases to 2.5% until
January 2027.

Court distribution. The courts tasked with the secured legal
proceedings are mainly grouped with the faster courts, i.e. groups 2 and
3 with 50% and 25%, respectively (we classify courts over seven
groups; the lower the group number, the faster the court). This results in
a lower expected time for collections than for loans in higher court
groups.

Full and drive-by valuations. 56.8% of the pool’s first-lien collateral
valuations are either full or drive-by types. These appraisals are
generally more accurate than desktop or CTU valuations

Upside rating-change drivers

High share of large unsecured exposures. 34.4% of the unsecured
loans have an individual exposure of at least EUR 3m by gross book
value. Larger unsecured exposures tend to have lower recoveries.

Liquidity protection. A cash reserve equal to 4.0% of the class A
notes provides liquidity protection to senior noteholders, covering senior
expenses and interest on the class A notes for about only two payment
dates, as of closing.

Borrower concentration. The borrower concentration in the portfolio is
above average compared to peer transactions we have rated. The 10
and 100 largest borrower exposures respectively account for 19% and
56.2% of gross book value. This may expose the transaction to
increased performance volatility, depending on the recoveries from
those few large borrowers.

Downside rating-change drivers

Servicer outperformance. Consistent servicer outperformance in
terms of recovery timing and the total amount of collections could
positively impact the ratings. The weighted average time until portfolio
collections are complete will be 4.8 years, according to the servicer's
business plan (starting from the pool cut-off date). This is about 10
months faster than the recovery weighted timing vector applied in the
analysis.

Servicer underperformance. Servicer performance which falls short of
our base case collection amounts and timing assumptions could
negatively impact the ratings.

Fragile economic growth. The trajectory of Italy’s public debt is of
concern given its weak medium-term growth potential of 0.75%, the
government’s plans to reverse reforms, raise spending, cut taxes.
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1. Transaction summary

The transaction structure comprises three tranches of sequential, principal-amortising
notes, an amortising liquidity reserve equal to 4.0% of the total class A outstanding
balance, and an interest rate cap agreement.

Figure 1: Transaction diagram:

BNP Paribas Securities
Services <+
(accountbank)

Prelios CreditServicing S.p.A.
—» (masterservicerand special
servicer)

BNP Paribas Securities
Services
(paying agent,cash manager
and agent bank)

Securitisation Services S.p.A.
(back-up servicer)

Securitisation Services
(noteholders’ representative,
calculation agentand
corporate servicer)

Securitisation Services S.p.A.
(monitoring agent)

Guarantee via the
Seniornotes 44 Republicofltaly

. Issuance (pending)
Non-performing of the
loans notes
Banf:\,’:?:g':,af del Juno 2 S.r.l. . )
(originator) (Italian Law 130 Issuer) Mezzanine notes 4—  NPL investor
Purchase
price
— Juniornotes  [€—  NPL investor
Transfer
agreement

BNP Paribas
(hedging provider)

Sources: Transaction documents and Scope Ratings.

We adjusted the pool’s gross book value using information on collections and sold
properties since the 30 September 2018 cut-off date. The analysis excluded portfolio
loans which we assumed to be closed, based on collections already received and cash-
in-court to be received. Collateral connected with these positions was also removed.

The adjustments reduced the portfolio’s gross book value from EUR 968m to EUR 874m.
Collections received since the cut-off date are assumed to be cash available at closing,
while cash-in-court is assumed to be received no earlier than one year after the closing
date.

Our analysis is performed on a loan-by-loan level, considering all information provided to
us in the context of the transaction or publicly available information. Loans are defined as
‘secured’ if they are guaranteed by first-lien mortgages, otherwise they are classified as
‘unsecured’.

Figure 2 shows the main characteristics of the preliminary portfolio which we analysed,
with the details of the secured and unsecured portions.
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Figure 2: Key portfolio stratifications (30 September 2018 cut-off)

| Al | Secured | Juniorliens | _Unsecured

Number of loans 3,609 1,512 2,007
Number of borrowers

Gross book value (EUR m) 968,202,660 | 558,351,717 | 29,517,249 380,333,693
Percentage of gross book value 57.7% 3.0% 39.3%

Weighted average seasoning
(years)

Sum of collateral appraisal
values (EUR m)

Borrower type

4.4 4.1 4.9

740,555,925 | 53,781,540

Corporate 92.3% 51.1% 2.9% 38.3%
Individual 7.7% 6.6% 0.2% 1.0%
Primary procedure*

Bankrupt borrower 69.9% 29.5% 2.0% 38.3%
Non-bankrupt borrower 30.1% 28.1% 1.0% 1.0%

Stage of procedure
(secured loans)

Initial 29.5% 26.5%
Court-appointed valuation (CTU) 17.0% 5.5%
Auction 35.4% 31.5%
Distribution 18.1% 36.5%
Geography (% of collateral value)

North 34.3% 32.8% 54.7%
Centre 37.3% 38.9% 14.8%
South and islands 28.4% 28.3% 30.4%
Borrower concentration

Top 10 19.0%

Top 100 56.2%

Property type

(% of collateral value)

Residential 34.8% 15.7%
Non-residential 65.2% 84.3%

* Some loans have several types of ongoing procedures. The distribution reflects i) our assumptions on the main
procedure type; and ii) our classification of procedures that have not been initiated with reference to the borrowers.

2. Macroeconomic environment

Our sovereign rating on Italy was downgraded on 7 December 2018 to BBB+/Stable from
A-/Negative, driven by the lack of a coherent reform agenda to address structural
weaknesses and debt sustainability. Italy’s BBB+ sovereign rating remains, however,
underpinned by its euro area membership and likelihood of multilateral support in severe
crisis scenarios, a track record of primary surpluses and a favourable debt structure, a
large, diversified economy (with nominal GDP of EUR 1.8trn in 2018), and moderate non-
financial private debt (of 156% of GDP as of Q2 2018).

The Stable Outlook considers these credit strengths in addition to recent key signs of
moderation in the Italian government’s policies. We note that Italy and Europe continue to
seek a compromise on lItaly’s violations of EU budget rules. In our opinion, the
inadequate convergence around a sustainable reform programme that balances the
government’s core pro-growth agenda with greater fiscal discipline, or a pronounced
weakening in Italy’s debt sustainability, could be grounds for a further downside revision
to the sovereign outlook and/or ratings.

We note the risk associated with a slowing Italian economy, evidenced by real GDP
growth softening to -0.1% QoQ in Q3 2018, from 0.2% in Q2 2018, equivalent to YoY
growth of 0.7% — even though temporary factors played a role during Q3. Last October,
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unemployment edged up to 10.6%, from the low of 10.1% as of August 2018. Recent
economic data speak to economic risks going forward without a rapid resolution of
present economic and policy uncertainties, with the risk of a technical recession. We
project economic growth of just 0.5% in 2019 (Figure 3).

Figure 3: Annual real GDP growth, Italy
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Sources: ISTAT,; calculations by Scope Ratings

Italian 10-year spreads stand at 270 bps, down from recent peaks but higher from lows of
about 115 bps in late April. Even so, despite elevated spreads, current nominal yields are
still much lower than the debt-crisis peaks, at 2.95% on 10-year BTPs. Nonetheless,
higher government yields have increased borrowing costs for Italian companies: 3.5% on
new fixed-rate debt for first-time issuers in Q3 2018 from 1.8% in Q1 2018, according to
the Bank of Italy.

Italy’s long-term growth picture is weak. We estimate medium-run growth potential at
0.75%. Population dynamics are one factor: The working-age population declined on
average by 0.5% per annum from 2010-17 and is foreseen to continue to fall by 0.5%
each year from 2018 to 2023, according to United Nations projections. Our medium-run
growth estimate assumes modest contributions from rising labour force participation and
higher employment over time (thereby reducing slack in the labour market), but labour
productivity growth of just above 0%.

In this context, assuming wider budget deficits of 2.9% of GDP over 2019-21, lower
economic growth and a continuation of current market financing rates, public debt-to-
GDP would increase modestly to 134.9% by 2021 (from 131.2% in 2017).

Italian banks’ stock of non-performing loans has been cut to 10.2% of total loans as of
Q2 2018, compared with 17% during the 2015 peak, supported by ltalian initiatives like
the Guarantee on Securitisation of Bank Non-Performing Loans (GACS). Still, the
banking sector's common equity tier 1 capital ratios slipped to 13.2% of risk-weighted
assets in Q2 2018, 60bps under the Q4 2017 levels. Significant actions are still needed to
improve insolvency and debt enforcement procedures, facilitate bank rationalisation and
consolidation, and make timely and consistent use of the resolution framework.

3. Portfolio analysis

Figure 4 compares our lifetime gross collections and recovery timing assumptions for the
entire portfolio with those from the servicer business plan. We applied rating-conditional
recovery rates (i.e. assumed expected recoveries decrease as the instrument’s target
rating increases). These assumptions are derived by blending secured and unsecured
recovery expectations. We applied different analytical frameworks to the secured and
unsecured segments to derive recoveries.
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For the class A notes analysis, we assumed a gross recovery rate! of 37.9% over a
weighted average life of 5.6 years. By segment, we assumed a gross recovery rate of
59.8% for the secured portfolio and 8.3% for the unsecured portfolio.

Figure 4: Business plan’s gross cumulative recoveries vs Scope’s assumptions?
== Business plan Class A analysis
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Sources: Special servicer business plan and Scope Ratings

3.1. Analysis of secured portfolio segment

Figure 5 shows our lifetime gross collections vectors for the secured?® portfolio segment
compared to those from the servicer business plan. Our analytical approach consists
mainly of estimating the security’s current value based on property appraisals and then
applying security-value haircuts to capture forward-looking market value and liquidity
risks. Recovery timing assumptions are mainly determined by the efficiency of the
assigned court (based on historical data on the length of the proceedings), the type of
legal proceeding and the stage of the proceeding. Our analysis also captures
concentration risk, the servicer business plan, and available workout options.

Figure 5: Business plan’s gross cumulative recoveries for secured loans vs
Scope’s assumptions*

e BUsiness plan Class A analysis

70%
60%
50%
40%
30%
20%
10%
0%

% of secured loans' gross book
value

6 18 30 42 54 66 78 90 102114126 138 150162 174 186 198 210 222
Months since portfolio cut-off date

Sources: Special servicer business plan and Scope Ratings

1 The reported recovery rate includes ad interim collections (collections since the cut-off date as of January 2019) and cash-in-court amounts.

2 The recovery rates include ad interim collections and cash-in-court amounts, which enables a direct comparison between the figures in our
analysis and the servicer business plan. In addition, the business plan already incorporates costs of up to 12% for secured positions in
bankruptcy proceedings.

3 We define secured loans as those guaranteed by at least a first-lien mortgage, based on a loan-by-loan analysis.

4 The recovery rate calculated includes ad interim collections and cash-in-court amounts.
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3.1.1. Appraisal analysis

We relied on line-by-line property market value appraisals. Most of the valuations are
recent, i.e. conducted between 2017 and 2018. We indexed seasoned valuations using a
variety of regional price indices. Indexation has a marginal impact on this NPL portfolio
because property prices have remained fairly flat since 2015.

Figure 6: Collateral valuation dates
60%
50%
40%
30%

20%

% of total appraisal value

10%

O% I
<2016 2016 2017 2018
Year

Source: Transaction data tape

We view positively that 51.6%° of the portfolio’s collateral appraisals are either full or
drive-by valuations. The remainder is mainly composed of desktop (22.5%), CTU (9.5%),
and prices derived from the last auctions (7.0%), to which we applied rating-conditional
haircuts ranging from 10% to 5%, reflecting our view of their lower levels of quality and
accuracy due to the simplified procedures.

The values of the sold properties total EUR 84.7m (only first-lien collateral sold starting
from 2015). We have assumed that these sales generated EUR 61.8m of cash collections
or cash-in-court positions. Not all property sale amounts were allocated to the issuer as:
i) collections are capped on a line-by-line basis at the minimum of the outstanding gross
book value and mortgage value; and ii) some collections were already reported as ad
interim.

Figure 7: Portfolio appraisal types and Scope’s transaction-specific valuation
haircut assumptions

_ Percentage of collateral value Class A analysis haircut

Full 3.8% 0.0%
Drive-by 47.8% 0.0%
Desktop 22.5% 5.2%
CTU/judicial valuation 16.5% 10.3%
Other 0.2% 5.2%
Sold properties 9.2% 0.0%

Sources: Transaction data tape; calculations and/or assumptions by Scope Ratings

3.1.2. Property market value assumptions

Figure 8 details our assumptions about property price changes over the transaction’s life
when applying rating-conditional stresses for the class A notes analysis. These
assumptions are i) specific to the transaction and region; ii) based on an analysis of

556.8% for the remaining first-lien collateral, i.e. excluding sold properties.
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historical property price volatility; and iii) based on fundamental metrics relating to
property affordability, property profitability, private sector indebtedness, the credit cycle,
population dynamics and long-term macroeconomic performance.

Figure 8: Collateral location and Scope’s transaction-specific price change
assumptions

Horth Centre South Islands

Class A oo 65 7.5 65 105 115 9.0 115 -10.0| 9.0 9.0 -14.0 -12.5 -14.0
analysis
Portiolie | 52 | 43 | 05 1.3 14 256 217 24 152 2.0 36 117 51 53
share (%)

3.1.3. Collateral liquidity risk

At times of severe economic stress during which NPLs typically accumulate, tight
financing conditions and/or restricted access to capital markets drive liquidity risk. During
recovery and expansionary phases of the cycle, liquidity risk may persist, mainly due to
information asymmetries and collateral obsolescence, the latter primarily affecting
industrial properties.

Asset liquidity risk is captured through additional fire-sale haircuts applied to collateral
valuations. Figure 9 below shows the rating-conditional haircuts applied for the class A
note analysis. These assumptions are based on historical distressed property sales data
provided by the servicer and reflect our view that non-residential properties tend to be
less liquid, resulting in higher distressed-sale discounts.

Non-residential collateral represents 60% of the collateral in the pool, which is higher than
in peer transactions.

Figure 9: Scope’s transaction-specific fire-sale discount assumptions

Property types Percentage of collateral value Class A analysis haircut

Sold properties 9.2% N/A
Residential 30.8% 25.8%
Non-residential 60.0% 31.0%

3.1.4. Concentration risk

We addressed borrower concentration risk by applying a 11.7% rating-conditional
recovery haircut to the 10 largest borrowers for the class A notes analysis. The largest 10
and 100 borrowers account for 19.0% and 56.2% of the portfolio’s gross book value,
respectively, which is significantly above average compared to peer transactions we have
rated.

3.1.5. Residual claims after security enforcement

A secured creditor may initiate enforcement actions against a debtor despite the closure
of an enforcement action concerning the mortgaged property. Secured creditors generally
rank equally with unsecured creditors for amounts that have not been satisfied with the
security’s enforcement. The creditor’s right to recover its claim, whether secured or
unsecured, arises with an enforceable title (i.e. a judgment or an agreement signed
before a public notary).

For corporate loans, we gave no credit to potential further recoveries on residual claims
after the security has been enforced. This is due to three practical limitations: Firstly,
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unsecured recoveries tend to be binary with a high probability of zero recoveries and a
low probability of 100% recoveries. This implies that when secured creditors are not fully
satisfied after the security’s enforcement, expected recoveries for unsecured creditors will
be close to zero®. Secondly, special servicers are generally less incentivised to pursue
alternative enforcement actions, given that foreclosure proceedings are more cost-
efficient. Lastly, in a bankruptcy proceeding the receiver will decide to close the
proceedings after a prudential amount of time, setting a practical limitation on any
potential recovery upside.

We gave credit to residual claims on 80% of the loans to individuals. This is because if
the borrower is an individual, the elapsed time after a default may have a positive impact.
An individual may, for example, find new sources of income over time and become
solvent again.

3.1.6. Tribunal efficiency

We applied line-by-line time-to-recovery assumptions considering the court in charge of
the proceedings, the type of legal proceeding (i.e. bankruptcy or non-bankruptcy), and the
current stage of the proceeding.

The total length of the recovery processes is mainly determined by the efficiency of the
assigned court and the type of legal proceeding. To reflect this, we grouped Italian courts
into seven categories, based on public data on the average length of bankruptcy and
foreclosure proceedings between 2014 and 2016, as shown in Figure 10 below. Most
courts are concentrated within groups 2 to 3, which are reasonably distributed across all
Italian regions. The highest concentration is in court group 2 (see Figures 14 and 15 for
more details regarding the top courts and the concentration in court groups).

For the class A notes analysis, we applied rating-conditional stresses to both bankruptcy
and non-bankruptcy procedures (2.3 years and 1.2 years were respectively added to the
total legal procedures’ length).

Figure 10: Total length of the recovery process by court group in years
(Scope’s assumptions)

Bankruptcy Non-bankruptcy *
court group Percentage Of cours
1 4 2

1.4%
2 6 3 50.0%
& 8 4 25.0%
4 10 5 12.8%
5 12 6 8.5%
6 14 7 0.9%
7 18 9 1.3%

* Percentages incorporate our assumptions with reference to courts not included in available information.

3.2. Analysis of unsecured portfolio segment

Figure 11 shows our gross collections vectors for the unsecured’ portfolio segment
compared to those from the servicer business plan. Our base case recovery amount and
timing assumptions were based on loan-by-loan data with recoveries for different types of

8 Conversely, in the unlikely scenario that secured creditors are fully satisfied after the enforcement of the security, expected recoveries for unsecured creditors could be
close to 100%.

7 We define unsecured loans as those not guaranteed by at least a first-lien mortgage, based on a loan-by-loan analysis and as outlined in the ‘transaction summary’
section.
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unsecured loans. For the class A notes analysis, we applied a stressed recovery rate of
8.3%. This rate did not align strongly with the servicer’s recovery curve, in part because
our classifications for secured and unsecured loans are different. Our assumptions for
unsecured exposures consider the nature of the recovery procedure; bankruptcy
proceedings are generally slower and typically result in lower recoveries than non-
bankruptcy proceedings. The assumptions are calibrated to reflect that unsecured
borrowers in the portfolio are classified as defaulted for a weighted average of 4.9 years
as of closing.

Figure 11: Business plan’s unsecured?® loan gross cumulative recoveries vs
Scope’s assumptions®

e BUsiness plan Class A analysis

X

8 9%
w 8%
[%2]

o 7%
o

1) 6%
S ()

85 5%
S 4%
3 3%
(3]

@ 2%
S

5 1%
X 0%

6 18 30 42 54 66 78 90 102114126 138 150 162 174 186 198 210 222

Months since portfolio cut-off date

Sources: Special servicer’s business plan and Scope Ratings

4. Portfolio characteristics
Further detail on key portfolio characteristics as of 30 September 2018 is provided below.

Percentage figures refer to gross book value, unless otherwise stated.

4.1. Eligible loans

The representations and warranties on the receivables provided by the originators are
generally aligned with those of peer transactions we rate, and include the following:

¢ All loans are denominated in euros;
¢ All loans agreements are governed by Italian law;

e Borrowers have been reported by the originator as defaulted (in sofferenza) to the
Italian Credit Bureau (Centrale Rischi) of the Bank of Italy as of the closing date;

e Loans secured by mortgages are backed by real estate assets located in Italy;
e Borrowers are not employees, managers or directors of the originator;

¢ All receivables are validly transferable without any limitations; and

¢ All receivables are free from any encumbrances.

4.2. Detailed stratifications

4.2.1. Borrower type

Corporates and individuals represent 92.3% and 7.7% of the pool, respectively. The
share of individual borrowers is below average compared with peer transactions we have
rated. We view positively that most of the individuals are secured with first-lien collateral

8 The comparison considers unsecured and junior secured loans as per the servicer business plan.
¢ The recovery rate calculated includes ad interim collections amounts.
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Figure 12: Borrower type

Individuals
7.8%

Geographic diversification over
Italy

(6.6%). Expected secured and unsecured recoveries tend to be higher for individuals,
due to the smaller average tickets and tendency for secured positions to be backed by
residential properties, which are relatively more liquid. In addition, we give partial credit to
residual claims from individuals after security enforcement, as discussed in the previous
section.

Relative to peer transactions, the portfolio has an above-average amount of first-lien
secured loans (57.7%) and a moderate amount of junior-lien secured loans (3.0%). We
have assumed similar recovery proceeds for both junior-lien secured loans and
unsecured claims in the absence of detailed information on the outstanding balance of
loans backed by the external senior liens.

Figure 13: Loan type

Secured senior lien
57.7%

Unsecured
39.3%

Co . Secured junior lien
mpanies 3.0%

92.2%
Sources: Transaction data tape; calculations by Scope Ratings

4.2.2. Geographical distribution
The portfolio is almost equally distributed between northern (32.8%), central (38.9%), and
southern (28.3%) Italian regions.

The high concentration in southern and central regions reflects negatively on our market
value decline assumptions. This would also normally have a negative impact on recovery
timing, as southern and central regions skew towards less efficient court groups relative
to the ltalian average (see section 3.1.6. for our tribunal efficiency assumptions).
However, these assumptions do not apply as the collateral itself is concentrated in the
most efficient court groups (Figure 15).
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Figure 14: First-lien collateral location Figure 15: Court group distribution of secured loans

B Country benchmark (% of total courts) B Secured loans (% of GBV)

South 28.3%

Group 7
Rome 21.7%
Group 6
Group 5
Center (excl. Rome) 17.2%
Group 4
Milan Group 3
Group 2 E—
North (excl. Milan) 30.1% Group 1
om 0% 20% 40% 60%
Collateral appraisal value (EUR m)
Sources: Transaction data tape; calculations by Scope Ratings
4.2.3. Collateral type
Higher liquidity stresses applied The portfolio’s first-lien collateral is composed of residential (30.8%), land (8.7%),
to non-residential properties commercial (20.4%), industrial (13.3%) and other (17,5%) assets including sold

properties (9.2%).

Figure 16: Distribution by collateral type

Industrial Residential
13% 31%

Sources: Transaction data tape; calculations by Scope Ratings

4.2.4. Collateral valuations and Scope’s specific recovery rate assumptions

Recovery rate assumptions Figure 17 shows the secured loans’ distribution by loan-to-value (LTV) bucket as well as
a‘?ﬂte% |°t9rtf°|'°’5 LTV our recovery rate assumptions for each LTV bucket (under our rating-conditional stresses
istribution

applied for the class A notes analysis). This results in a weighted average recovery rate
under a class A rating-conditional stress of 57.9% for the secured loans?©.

All else being equal (e.g. for two portfolios with equivalent LTV ratios on an aggregated
basis), collateral is less beneficial if its value is skewed towards low loan exposures. This
is because, on a loan-by-loan basis, recovery proceeds are capped by the minimum of
the loan’s gross book value and mortgage value. This explains why recovery rates flatten
for low LTV buckets.

10 The calculated recovery rate excludes ad interim collections and estimated cash-in-court amounts. The recovery rate is calculated on the adjusted pool as explained
under the ‘transaction summary’ section.
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Figure 17: Secured loans’ distribution by LTV and Scope’s transaction-specific
secured recovery rate assumptions per the class A analysis
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Sources: Transaction data tape; calculations by Scope Ratings

4.2.5. Loan seasoning

The weighted average time between default and the closing date is around 4.9 years for
unsecured exposures. The pool’'s ageing reduces the expected recoverable amount of
unsecured loans. However, about half of the unsecured exposures are not highly
seasoned, having had defaulted less than five years after the closing date.

Figure 18: Unsecured portfolio seasoning distribution as of cut-off date
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Sources: Transaction data tape; calculations by Scope Ratings

4.2 6. Borrower status

Figure 19 below shows our assumptions regarding the main legal proceedings for each
borrower (one borrower can have several), based on the transaction’s data tape. Around
one-fifth of the loans (18.1%) has had no legal proceeding to date. Of these loans, we
assumed bankruptcy processes for loans connected to companies and foreclosures for
loans to individuals. This resulted in a higher share of bankruptcies than the average of
NPL transactions we have rated. However, the main share of bankruptcies (40.3%) are
coming from unsecured and junior secured loans. Senior secured loans contribute 29.5%
to overall bankruptcies and the remaining share of 28.1% (total of 57.7% senior secured
loans) are in a foreclosure procedure, which leads to a shorter weighted average
recovery timing relative to Scope-rated peer transactions.

Bankruptcies are generally more complex, lengthy and costly than non-bankruptcy
processes. Bankruptcies also result in lower expected recoveries for unsecured
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Proceedings in initial stages
drive relatively long recovery
timing assumptions

exposures, given the focus on liquidating assets in lieu of encouraging borrowers to remit
payments.

Figure 19: Borrower status assumptionst

Not bankrupt
30%

Bankrupt
70%

Sources: Transaction data tape; calculations by Scope Ratings

4.2.7. Recovery stage of secured exposures

A large portion of the secured loans is in advanced stages of proceedings. This partly
explains the relatively short expected weighted average life of portfolio collections. Figure
20 below shows the stage of legal proceedings in relation to secured loans.

Figure 20: Secured recovery stage by borrower status

Initial or not started

Court appraisal

(CTY)

Auction phase

Distribution
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% of gross book value
Sources: Transaction data tape; calculations by Scope Ratings

5. Key structural features

5.1. Combined priority of payments

The issuer’s available funds (i.e. collection amounts received from the portfolio, the cash
reserve, and payments received under the interest rate cap agreement) will be used in
the following simplified order of priority:

Servicer fees and other issuer counterparty fees, taxes and transaction expenses
Interest on the limited-recourse loan

GACS premium, provided the GACS guarantee is in place

Replenishment of recovery-expense reserve

Interest on class A notes

Any other amounts payable under the GACS guarantee

I e e

11 The reported share of bankruptcies includes loans (18.1% of gross book value) for which no procedure has been started to date.
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7. Cash reserve replenishment
8. Principal on the limited-recourse loan

9. Interest on class B notes (capped at 8.0%) provided no subordination trigger is
breached

10. Principal on class A notes

11. Deferred interest component of class B notes (junior to the applied class B interest
cap), and upon a breach of a subordination trigger, the full amount of class B interest

12. Principal on class B and servicer mezzanine fees
13. Interest on class J notes

14. Principal on class J notes and servicer junior fees
15. Any residual amount as class J variable return

Class B interest payments will be fully deferred if i) the cumulative collection ratio*? falls
below 85% of the servicer's business plan targets; or ii) the present value cumulative
profitability ratio®? falls below 85%. These trigger levels protecting the class A notes are in
the average band relative to peer transactions we rate as of February 2019.

Under the recovery stresses applied for the class A notes analysis, we assumed that the
trigger would never be breached, therefore not resulting in any benefit for class A
noteholders. If at any time during the transaction’s life none of the triggers are breached,
all class B interest amounts due and unpaid at the preceding payment dates will be paid
senior to class A principal.

The GACS guarantee ensures timely payment of interest and the ultimate payment of
principal by the final maturity of the class A notes. Our rating on the class A notes does
not give credit to the GACS guarantee but considers the potential cost (i.e. the GACS
premium) if the guarantee is added to the structure.

Non-timely payment of interest on the senior notes (implying no GACS guarantee is in
place), among other customary events such as the issuer's unlawfulness, would
accelerate the repayment of class A through the full subordination of class B payments.

5.2. Servicing fee structure and alignment of interests

5.2.1. Servicing structure

Prelios Credit Servicing will perform the servicing activities (portfolio administration,
collection/recovery of receivables as well as the management of legal proceedings) and
will be monitored by the monitoring agent, Securitisation Services. Securitisation Services
has also been appointed as back-up servicer.

5.2.2. Servicing fee